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Abstract 
This study tries to ascertain the impact of total intangible assets on the financial performance of manufacturing 
firms publicly listed on the Nigerian Stock Exchange (NSE). Intangible assets are not accorded the same 
relevance as tangible assets. Studies has proven that total intangible assets including human capital is the reason 
behind the survival of ‘firm A’ in this era of persistent economic recession and liquidity squeeze in lieu of ‘firm 
B’ that submerged albeit in the same industry and sub-sector. In Nigeria, the value of total intangible assets (less 
than 1%) for all the manufacturing firms studied results from the volatility of this asset. The study made use of 
secondary data collected and collated from 46 manufacturing firms audited annual reports. Both descriptive and 
inferential statistics were employed in data analysis. In particular, Prais Winsten Regression Correlated Panels 
Corrected Standard Errors (PCSEs) is used to test the relationship between the variables given that panel (cross-
sectional and time series) data are used for the study. Findings indicate the existence of a strong negative 
relationship between EVA and IA as P = 0.011 < 0.05 significant level. The systematic variation is explained by 
55.13% coefficient of determination (R2) which is above average and significant for panel data. In addition, there 
is a significant negative relation between EVA and LnTA at P = 0.026. Conversely, there is perfect positive 
relationship between EVA and ROA at P = 0.000. These results explain the behavior of firms in minimizing the 
value of intangible assets given that the relationship between intangible assets and financial performance proxied 
by EVA is very significant and negative.  
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1. Introduction 
1.1 Background of the Study 
Value is the key measuring instrument in an economy that is market-based (Koller, Goedhart & Wessels (2010). 
The transition from an industrial-based economy towards the market-based economy has confronted experts / 
researchers, business professionals and investors.  It led to the review of most firms’ asset valuation methods.  
According to Baruch (2011), one important feature of the new economy (market-based) is that intangible factors 
are playing an increasingly dominant role in business wealth creation.  The changing economic environment of 
the 1980s aligned to a large merger wave, thereby increasing the amount of goodwill on company’s audited 
financial statements. As a result, the goodwill which is likely to be the excess price paid over the sum of 
identifiable net assets of the acquired company, gained increased attention with the growing importance of 
intangibles in company operations.  He further stated that firms offer intangible products in the form of services 
to their customers.  He assessed that in 2009, 63.4% of the global GDP was generated by the service sector, 
30.6% and 6% by the industrial sector and agriculture respectively. This shows that intangible value creation 
represents a larger proportion of the economy than manufacturing and agriculture combined.  Salinas (2009) 
opined that intangible assets are seen as drivers of wealth and growth today.  According to the study, intangible 
assets represent at least 60% to 75% of capitalization value in the major stock indices.  
The Financial Accounting Standard Board in the US and the International Accounting Standard Board in Europe 
drafted SFAS 141 and IFRS 3 respectively.  Both regulations required firms to be more transparent in the 
reporting of intangible assets particularly in business combinations, but do not allow for the capitalization of 
internally generated intangibles.  Companies are required to report the price paid for each single asset of the 
target firm with the use of a purchase price.  The purchase price is divided into several components, namely; net 
working capital; fixed assets and intangible assets categorized into other intangibles and goodwill.  While fixed 
assets are those assets that can be measured reliably like property, plant and equipment, other intangible assets 
are defined as identifiable non-monetary assets without physical substance (former SAS 31, IAS 38:8, IFRS 3.A), 
and Goodwill consists of future economic benefits arising from assets that are not capable of being individually 
identified and separately recognized (IAS 36, IFRS 3.A). This study is concerned with those intangibles that can 
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be identifiable and measurable using varied techniques.  This is in agreement with the opinions of Epstein and 
Mirza (2005).   
1.2 Statement of the Problem 
Though company resources are made up of physical capital, human capital, and organizational capital resources, 
only physical capital, that is, tangible assets are usually stated in the financial statement.  In other words, human 
capital (training, experience, judgment, intelligence and relationships among company’s staff) and organizational 
capital (internal framework, controlling and coordinating systems of the company, and informal relations) and 
their value relevance are neither explicitly nor implicitly reflected in the financial statements.  Both represent 
two out of the three resources outlined above (Fernandez, Montes and Vasquez, 2000). 
Amortization of ‘goodwill’ has serious shortcomings, hence, the emergence of IFRS 3, SFAS 141R and SFAS 
142.  That is, goodwill and other intangibles are made up of unrelated components: the new goodwill comprising 
of reputation (Iwu-Egwuonwu, 2011), human capital and organizational capital, have indefinite life albeit highly 
volatile and perishable. Conversely, patents, copyrights, licenses, trademarks and royalties have definite lives.  
To really ascertain if intangibles improve a firm’s value and its profits, these components should be separately 
analyzed and their effects observed (Henning, Lewis and Shaw, 2000).  Regrettably, only those components 
having definite legitimate lives can be quantitatively measured.  Those components having indefinite lives that 
exert significant positive effect on firm value / growth are highly qualitative and not easily measured 
quantitatively.  For instance, IRFS 3 suggests revaluation annually which is open to varied interpretations. 
Further, the impairment test suggested by SFAS 141R and SFAS 142 has significantly reduced traditional 
goodwill to a fraction of its size (accounting goodwill, other identifiable intangibles, impairment, revalued fair 
value). There is the issue of goodwill increasing as a result of increased financial, organizational and operating 
synergies from an acquisition / merger that may not likely affect other intangibles.  Several empirical studies 
suggest a positive correlation between firm value and intangibles (Henning, Lewis & Shaw, 2000; Vance, 2008). 
Some of these empirical studies including (Henning, Lewis & Shaw, 2000; Vance, 2008; Karjalaeinen, 2007; 
Iwu-Egwuonwu. 2011) were done in the so-called technologically advanced economies having entirely different 
scenarios / characteristics in relation to our ‘developing’ economy.  It is either that developing economy is in 
dearth of old thriving indigenous companies or these companies are suffocated by the multi-national companies 
and persistent economic recession. That is, there is dearth of indigenous work based on our local setting.  Further, 
this study is presumed to correlate evidence from developing economies overseas such as Brazil, Vietnam, and 
Chile. Succinctly, most of these studies are foreign based and results therefrom have not been tested in the 
Nigerian environment, hence, the need for this study. 
1.3 Objective of the Study 
The main objective of this study is to assess the impact which total intangible assets have on profitability and 
firm value. Specifically the study tries to:  
• Ascertain the relationship between total intangible assets as per IFRS 3, SFAS 141R and 142 and 
economic value added (EVA) of selected quoted manufacturing companies in Nigeria. 
• Ascertain the relationship between total intangible assets and firm size of selected quoted 
manufacturing companies in Nigeria. 
 
2. Literature Review 
2.1 Conceptual Review 
According to (IFRS 3.A) intangible assets can be defined as future economic benefits arising from assets that are 
not capable of being individually identified and separately recognized.  Examples of intangible assets are 
assembled workforce, customer service capability, presence in geographic markets or location, non union status 
or strong labor relations, ongoing training or recruiting programs, outstanding credit rating, access to capital 
market, favorable government relations and synergies.  Goodwill also includes different tax liabilities which are 
income taxes payable / receivable in the future resulting from timing differences between the accounting value of 
assets and liabilities and their tax value (IAS 12.5). 
(IAS 38:8) stated that market value of a firm represent the value of a firm as the multiplication of its stock price 
with shares outstanding.  It further stated that intangible assets are regarded as non physical assets, sum of other 
intangible assets and goodwill. Other intangible assets can be defined as identifiable non-monetary assets 
without physical substance.  According to De-Lange (2010), other intangible assets include: 
• Market-related intangible assets such as trademarks, trade name, trade dress, internet domain;  
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• Artistic-related intangible assets such as plays, operas, ballets, books, pictures; 
• Customer-related intangible assets such as customer lists, order or production backlog, customer 
relationship; 
• Technology-based intangible assets such as unpatented technology, computer software, data bases; 
• Contract-based intangible assets such as licensing, royalties, broadcast rights. 
The study avowed that traditional view on the risk return relationship is challenged by the emergence of 
intangible assets, because they are not physically present and therefore, it is more difficult to determine their 
risk-return characteristics. According to the study, the Resource-Based View (RBV) explains the special 
characteristics of intangible assets and why they are important for companies in other to gain a sustainable 
competitive advantage. Due to the surge in intangibles, regulations need to be updated. This is because of 
changes in the treatment of intangible assets and goodwill in business combinations. According to IFRS 3 (2009), 
purchased goodwill and intangibles are reported using the “fair value” method and should no longer be 
amortized because it is recognized that the value of goodwill and intangibles can be very volatile. Therefore, the 
IASB decided to implement a required annual impairment test to capture the unstable value depreciation of 
intangible assets.  
2.2 Empirical Reviews 
The objective of the accounting standards is to provide high quality, transparent and comparable information in 
financial statements and other financial reporting to help participants in the capital market worldwide in their 
economic decisions (IFRS, 2009). Henning, Lewis and Shaw (2000) carried out a study on “What impact book 
value of Tangible Assets, total liabilities, goodwill and other intangibles have on the market value of the firm”.  
The study attempted to discern the influence of such independent variables as book value, liabilities and different 
components of goodwill on the share price using US firms. They discovered that markets distinguish between the 
components of reported goodwill. Moreover, that investors distinguish among the different determinants of firm 
value like capital structure, company reputation, dividend policy and earnings (projected) growth. They 
concurred that intangible assets and goodwill contribute in delivering company value by allowing the firm to 
stand out from its competitors. That is, intangible assets increased significantly the pooled synergies of the 
merger. 
Vance (2008) studied “The impact of Goodwill on Firm Value”.  He tried to ascertain if reported goodwill has 
economic substance or whether it is merely bookkeeping device.  He argued that if reported goodwill does reflect 
the real value of goodwill it should have an effect on company performance.  His findings confirm that goodwill 
is related to company performance, although the impact of goodwill on company performance is not larger than 
the impact of non-goodwill assets. The result of Heiens, Leach and McGrath (2007) however, contradicted the 
results of Vance. Heiens et al (2007) compared holding returns of firms with positive investments in intangibles 
and firms with no investment in intangibles.  They found a negative relationship between goodwill and 
performance. The authors consider that either the excess amount paid to acquire the assets was not viewed 
favorably by investor markets or that the excess amount paid did not contribute to the benefit of the firm as 
anticipated. However, intangible assets other than goodwill show a significant positive relationship with holding 
period returns. When comparing the outcomes of both firm samples, the holding period returns of both samples 
are negative. However, the holding period returns for firms without investments in intangibles are more negative 
than for firms which did invest in intangibles. This indicates that intangible assets significantly contribute to 
higher holding-period returns.  Hence, investing in intangible assets is in fact valuable and negligence of 
intangibles will destroy value. 
Karjalainen (2007) investigated valuation of intangible assets in different financial environments. The study 
consists of four essays and an introductory section.  Each essay had different things to investigate e.g. essay one 
investigated the firm’s investments in human capital in different legal and financial environments.  The findings 
of those four essays show that the firm’s current R&D investments are more strongly associated with the level of 
future firm profitability in bank-based than market-based financial system whereas current R&D investments are 
more strongly associated with the uncertainty of future firm profitability in market-based than bank-based 
financial system. In a study carried out by Iwu-Egwuonwu (2011) on Corporate Reputation and Firm 
Performance, he adopted the library desk technique in reviewing studies in areas of corporate reputation. The 
study tried to establish if a market value premium is related (directly proportional) to reputation and by extension, 
derivable from superior financial performance. He deductively noted that firms with high repute are more 
profitable in that they possess much lower standard deviation in sales and net income, and less prone to 
bankruptcy and other business hazards. He suggested that for going concern companies to attain perpetual 
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growth, their board of directors, chief executive officers and managers should propagate those activities that tend 
to enhance the reputation of their respective firms. This is because reputation is perishable and very difficult to 
recover once lost (Sony Corporation, IBM). 
Izedonme, Odeyile and Kuegbe (2013) examined the relationship between human resource accounting and 
organizational performance among publicly listed firms in Nigeria. In addition, the study looked into the 
relationship between intangible assets and organizational performance. Data employed were cross-sectional 
panel data. Return on Capital Employed (ROCE) proxied for organizational performance. Multiple regressions 
were used to determine the relationship between the variables. The study showed an insignificant relationship 
between the predictor variables (human resource accounting, intangible assets) and organizational performance. 
Li and Wang (2014) explored the influence of intangible assets on profitability of publicly listed firms in the 
information and communication technology (ICT) sector of Hong Kong. The study used research and 
development cost, employee benefit expense and sale training expense as predictor variables and return on assets 
(ROA) as proxy for Profitability. The study employed panel data methodology. In other words, multiple 
regressions, specifically, pooled ordinary least square and random effect were adopted in analyzing the 
relationship between the predictor variables and ROA. The results depicted a positive relationship between the 
independent variables (research and development cost and sale training expense) and ROA. 
2.3 Theoretical Framework 
This study was based on Traditional Finance Theory: Efficient Market Hypothesis.  It stated that two contesting 
views exist about the stock market and the new economy.  One view argues that intangible assets help explain 
why companies market values are greater than their book values.  The opposing view argues that valuations have 
become detached from company fundamentals resulting in an overvaluation of companies’ stock.  The Efficient 
Market Hypothesis (EMH) is applicable to the intangible assets debate in the way that the EMH assumes that the 
stock market equates the company’s market value to its fundamental value, defined as the expected present value 
of future payments to shareholders (Brooks, 2008). 
Fama (1991) stated that the efficient market hypothesis entails that security prices reflect all available 
information.  He also identified three forms of market efficiency (i) weak form; based on available information 
of historical price data, (ii) semi-strong form; based on publicly available data and (iii) strong form; based on 
private, insider information, since intangible information is not reported in public financial statements, except for 
purchased intangibles, all internally generated intangibles are part of private information.  
According to Lev and Zarowin (1999) several researchers argue that the informativeness of the firm’s 
fundamentals represented in its financial statements are reduced.  Hence, the assumption that the capital market 
is semi-strong form efficient can explain the sharp increase in stock prices in the new economy by the supposed 
increase in intangible capital.  Ross, Westerfield & Jaffe (2005) stated that the capital asset pricing model 
(CAPM), which assumes strong form efficient capital markets align to this work in that it facilitates explaining 
the risk-return relationship of assets.  They stated that the expected return on a certain security is a combination 
of the risk-free rate, the volatility of a security’s return and the covariance and correlation with the market 
portfolio.  The CAPM assumes that investors require an additional return resulting from the riskiness of a 
security.  Because of high degree of uncertainty associated to future expected benefits from intangibles, 
companies investing heavily in intangible assets are considered riskier. Therefore, investors require a higher 
return on the securities of intangibles-intensive companies.  Consequently, intangible-intensive firms are 
expected to produce higher market returns than tangible-intensive firms. 
The relevance of the theory on Traditional Finance need not be over-emphasized.  This is because it helps to 
explain why company’s market values are greater than their book values. It explains the assumptions of Capital 
Asset Pricing Model which states that investors require an additional return resulting from the riskiness of a 
security.  Although the traditional view is challenged by the emergence of intangible assets because they are not 
physically present and therefore it is more difficult to determine their risk-return characteristics.  The resource 
based view in turn explains the special characteristics of intangible assets and why they are important for 
companies in order to gain a sustainable competitive advantage.  The new standards affording goodwill an 
indefinite life in contrast to other intangibles conform to the semi strong form of the EMH theory as financial, 
operation and organizational synergies grow in perpetuity given that new ideas/strategies are inherited via M&A 
deals and stale ideas expunged simultaneously.  In addition, sound recruitment and retraining procedures ensures 
continual influx of positive synergies.  
Salina (2009), posited that intangible assets play an important role in the determination of profitability and firm 
value.  In the last two decades, research on the resources of sustained competitive advantage and the 
European Journal of Business and Management                                                                                                                               www.iiste.org 
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) 
Vol.8, No.15, 2016 
 
178 
determinants of firm value highlighted the value relevance of intangibles.  He, further, stated that intangible 
assets are still largely disregarded by policy makers in setting accounting standards.  The characteristics of 
intangible assets, however, do not fit the traditional definition of an asset which hinders a solid valuation and 
reporting of intangibles.  Events such as the downfall of Enron, WorldCom, Intercontinental bank Plc, Oceanic 
bank Plc, Bank PHB Plc show the increased risk, uncertainty and volatility associated with intangible assets, 
whereas the emergence of service firms shows the increased opportunities of intangible assets. Applying 
traditional finance theory to the characteristics of intangibles would result in the conclusion that intangible assets 
should yield higher returns because of the increased risk potential. 
 
3. Methodology and Description of Variables 
The model below has the ability to reliably measure the impact of intangible assets on financial performance of 
quoted firms in the manufacturing sector which is crucial to their recognition in financial reporting using 
secondary data collected and collated from 46 manufacturing firms audited annual reports. These firms must be 
publicly listed in the Nigerian Stock Exchange. In particular, Prais Winsten Regression Correlated Panels 
Corrected Standard Errors (PCSEs) is used to test the relationship between the variables given that panel (cross-
sectional and time series) data are used for the study. In order to ascertain if the application of total goodwill 
have impact on the real value of the firm, a model is developed thus: 
            EVAit =  β0 + β1IAit + β2ROAit + β3LnTAit + β4SGit + Ɛit  
Where EVAit =     EBIT * (1 – Tax Rate) – (Net Debt + Equity) * WACC  
Economic Value Added, the dependent variable, is used to capture the value added by all components making up 
the firm i at time t in the model. WACC denotes weighted average cost of capital which is average for the 
sampled firms at 17.5% and Tax Rate is synonymous with corporation tax averaged at 30%. 
           IAit        = the Book Value of total intangible assets per financial statement as        
      stated in the audited annual reports 
          ROAit      =     [Net income + Interest Expense * (1 – Tax Rate)]                       
             (Total Assets – Equity Interests) 
          LnTAit         =  Natural Logarithm of Total Assets            
Natural Logarithm of Total Assets (LnTA): This is used as proxy for firm size. It is most preferred as it is easier 
for firms to inflate their total sales than their total assets.  While total assets is used to deflate most of the 
variables in the study to make these linear, natural logarithm of Total Assets linearizes the value of the total 
assets. Natural log being the inverse of the exponential is all about time and growth of a variable. 
          SGit          =  Sales Growth  =    (Salest   – Salest – 1) 
                                                   Salest – 1   
Sales Growth: It connotes the positive difference between sales in the current period (Salest) compared to a 
previous corresponding period (Salest-1). This difference is divided by total sales in the preceding period. 
           Ɛit        =   the error term including noise in the sample which can be attributed to   
        industry as a whole and / or firm specific information, the business    
       environment and other features.                                                                              
β0, β1, β2, β3 and β4 =  constants and coefficients. 
 
4. Results 
To ascertain the reliability and adequacy of the model employed in the study necessitates testing for stationarity 
of the variables (confirmed at lag 1), for heteroskedasticity (which is positive and corrected using standard robust 
errors, see table 4.2 below) and for multicollinearity (that is negative at mean VIF of 1.07, see table 4.3 below). 
Meanwhile, table 4.1 depicts the statistical description of the variables using measures of central tendency (mean) 
and dispersion (standard deviation, minimum and maximum values). The large standard deviations (see EVA and 
SG) are attributed to the sampled firms emerging from the diverse 95 sub-sectors of the Nigerian Stock 
Exchange (NSE).  
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Durbin-Watson statistic (original) = 1.885602   Durbin-Watson statistic (transformed) = 1.895575 
Tables 4.1- 4.5 are reproduced from the Authors’ STATA 11.2 Output of Collated Data  
Table 4.2 shows the significant negative association between the regressand, EVA and IA at P-value = 0.008, 
perfect negative correlation between EVA and LnTA and perfect positive correlation between EVA and ROA. 
The result is further, strengthened by the regression analysis. That is, there is a strong negative relationship 
between EVA and IA given that P = 0.011 < 0.05 significant level. The systematic variation is explained by 
55.13% coefficient of determination (R2) which is above average and significant for panel data. In addition, there 
is perfect positive relationship between EVA and ROA at P = 0.000 and significant negative relation between 
EVA and LnTA at P = 0.026. 
 
5. Conclusion and Recommendations 
Intangible assets are not accorded the same relevance as tangible assets. Studies has proven that total intangible 
assets including human capital is the reason behind the survival of firm A in this era of persistent economic 
recession in lieu of firm B that submerged albeit in the same industry and sub-sector. In Nigeria, the value of 
total intangible assets (less than 1%) for all the manufacturing firms studied results from the volatility of this 
asset. This is so as the relationship between intangible assets and financial performance proxied by EVA is very 
significant and negative. However, It is important for managers not to neglect the impact of intangible assets, 
since reported intangible assets shape investor’s perception of company value.  This is because, in the context of 
a business combination, the acquiring firm can take into consideration the impact goodwill and other intangible 
assets have on companies in their industry to meet investor preferences. 
The policy makers are advised to still improve the informativeness of intangibles by developing an accounting 
standard for including internally generated intangible assets. There is also the need for policy makers to set up 
guidelines for the identification, measurement, classification and reporting of intangible assets. A better reporting 
framework for intangible assets may contribute to improved decision-making of investors. The FRS 31 
(Intangible Assets) and FRS 26 (Business Combinations) should be revisited to be in harmony with the 
equivalent SFAS 141R, SFAS 142 and IFRS 3. 
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